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Tt Consolidated Trans-Canada Resources Ltd. 


Corporate Profile 


CONSOLIDATED TRANS-CANADA RESOURCES 
LTp. Is A CANADIAN OIL AND GAS EXPLORATION 
AND DEVELOPMENT COMPANY OPERATING IN WEST- 
ERN CANADA, PRIMARILY IN THE PROVINCE OF 
ALBERTA. 


THE COMPANY WAS FORMERLY ENGAGED IN 
BOTH OIL AND GAS EXPLORATION AND DEVELOP- 
MENT, AS WELL AS IN SEVERAL RESOURCE SERVICE 

“AND SUPPLY ACTIVITIES. AS A CONSEQUENCE OF 
THE SEVERE DOWNTURN IN OIL PRICES IN 1986 
THE COMPANY UNDERTOOK, DURING 1987, A SIG- 
NIFICANT RESTRUCTURING OF BOTH ITS OPERA- 
TIONS AND FINANCES. 


TopAy, CONSOLIDATED [TRANS-CANADA IS A 
REVITALIZED, DEBT-FREE, ACTIVE CORPORATION 
INVOLVED EXCLUSIVELY IN OIL AND GAS EXPLORA- 
TION, DEVELOPMENT AND PRODUCTION. 


— 


| Consolidated Trans-Canada Resources Ltd. 
Highlights 


FINANCIAL : 12 Months 
(thousands of dollars, except per share amounts) Ended 
December 31 
1988 
REVENUE os GPE PS en a Geng hs ice Sanaa aoa $ 13,638 
Funds from Continuing Operations’. VGC. se hea o5, 925 
Per Common. Sharés.. ea ea oe See ais i ea Oke $ 0.76 
Earnings: (L0ss)o 03. oP ean ee i ries, $ 797 
Per Common Shares. (5.050 ee ee eee $ 0.15 
Capital Expendipures fo) Co ia oe ee $ 4,931 
Long Term Debieo so oe oe ae ce ema nie $ 0 
Shareholders’: Equity 21g.) Va eu on cee ane ae $ 24,909 
Weighted Average Number of Common Shares Outstanding ...... 5,191,195 
OPERATING 
Production 
Crude. Oil and Liquids (barrels. perday), oe ae 1,345 
Natural Gas (thousands of cubic feet per day) ................ 8,895 
Reserves 
Crude Oil and Liquids (thousands of barrels) 
PHO VETS i hs ese eR SR AL a Ss Cah gu atc ERR 4,536 
Proven’and Probable?) ici ee ei eee ee es 5,131 
Natural Gas (millions of cubic feet) fe 
PROVEN 15 LE Ie Pa gS Ua Saar aa ene 32,808 
Proven and Probable oe So a eS ioe nea 35,718 
Land (hectares) 
GOS EE icon ea Oc Ca Ca oe Ra eRe 477,459 
INGE ee NOOR cee ere 69,877 
Net Undeveloped oc conv, CaN oe Ce oe ei. 25,870 


12 Months 
Ended 
October 31 
1988 


13,941 


4,018 
0.83 


$ 
$ 
$ 
$ 573 
$ 0.12 
$ 4,586 
$ 0 
$ 24,556 
4,823,538 


12 Months 

Ended 
October 31 

1987 


14,655 


1,939 
1.90 


(12,568) 
(8.00) 


1,415 
12,698. 
16,468 
1,565,022 


A |S GS A SK IS 


1,291 
7,801 


Oot 
8,302 


31,610 
39,660 


ADD OAS tie 
53,002 iaiae 
21,3262) 


oe Consolidated Trans-Canada Resources Ltd. 


Report To Our Shareholders 


One year ago I reported to you, the shareholders, that 
“the sole continuing business of the Company is its oil 
and gas exploration and development operation.” 


_ There was, however, one other piece of unfinished 
business; bank debt was still $16 million, albeit down 
from the $24 million of the previous year. Our drive 
toward debt reduction continued during fiscal 1988, to 
the point that lam pleased to present to you a Company 
completely free of long-term debt at the fiscal period 
ended December 31, 1988. 


I feel this to be a noteworthy achievement and it 
places the Company in a position to withstand the 
downturns of our industry and prosper with the upturns. 


We are now committed to our prime business, the 
exploration for and production of, oil and natural gas 
reserves. During the year we were involved with the 
drilling of 35 development and six exploratory wells, 
which resulted in 24 oil wells, four gas wells and two 
service wells. We have a working interest in 21 of these 
wells and royalty interests in the remaining nine, Com- 
pared with last year, our production of oil and liquids 
has increased by ten percent and our production of 
natural gas by 14 percent. Fourth quarter production 
averaged 1,484 barrels per day of oil and liquids and 
10.7 million cubic feet per day of natural gas. 


Both cash flow-and earnings have increased markedly 
in 1988, despite the depressed prices that we received 
for our production. Our strong performance in 1988, 
relative to 1987, is primarily attributable to the reduced 
administrative and interest expenses of our restructured 
_ Company and to the fact that no further write-downs 
were required under the full cost ceiling test. 


Provided that the degree of stability that has charac- 
terized world oil prices in recent months is sustained, I 
feel that Consolidated Trans-Canada, with its inventory 
of undeveloped land, the technical capabilities of its 
staff and its financial strength, will generate appreciable 
growth in production, cash flow, earnings and its reserve 
base. 


I commend the entire staff for their hard work and 
dedication which allowed the Company to achieve these 
significant improvements. 


Spree 


Bruce A: Macdonald 
President and 
Chief Executive Officer 


en) 


| Consolidated Trans-Canada Resources Ltd. 


Operations Review 


1988 has been a year for Consolidated Trans-Canada 
Resources to continue its rebuilding program. With the 
financial restructuring and operational changes of 1987 
behind us, the cash flow from operations was utilized 
for drilling and acquisition activities to enhance the 
production and reserves of the Company. 


Consolidated Trans-Canada has adopted a regional 
approach with respect to exploration and development, 
concentrating activities in southeastern Alberta. Follow- 
ing is a selection of properties on which the Company 
has conducted activities in 1988 and on which it will 
continue to work in 1989: 


Hayter South 


Consolidated Trans-Canada purchased a 50 per- 
cent working interest in 448 hectares of land in Town- 
ship 40, Range 1, W4M. The lands contained one 
producing Dina oil well. To date, the Company, as 
operator, has drilled four successful development 
wells and two exploration wells in three separate 
pools on the lands. Seismic work is continuing and 
additional land is being acquired to optimize the 
exploitation of the pools. A number of additional 


development wells will be drilled in 1989. The Com- 
pany’s current share of production is approximately 
90 barrels per day. 


Bantry 


Approximately 1,280 hectares of highly prospec- 
tive oil lands have been acquired in the Bantry area, 
in which the Company has a 25 percent working 
interest. Seismic is currently being gathered to deter- 
mine the optimal drilling location for a Taber Sand 
exploration well which is expected to ee in the 
second quarter of 1989. : 


Chamberlain 


Consolidated Trans-Canada is the operator and 50 
percent owner of a successful Basal Quartz oil well 
drilled in an industrial park between the cities of 
Edmonton and Sherwood Park. This is an old pool 
which had been abandoned in the 1950's. Oil produc- - 
tion has currently stabilized at 60 barrels per day and 
a minimum of two development wells will be drilled 
in early 1989. 7 


DRILLING 


Released from the constraints of financial restructur- 
ing in 1987, Consolidated Trans-Canada has set about 
rebuilding its asset base and increasing cash flow. The 
Company participated in a number of exploratory and 


development wells with significant success. Consoli- 
dated Trans-Canada also operated a number of wells, 
thus completing our return to the status of an active oil 
and gas company. 


Development Exploration 
Gross Net Gross Net 
Summary of 1988 Drilling Activity Wells Wells Wells Wells 
Participated in by Consolidated Trans-Canada: 
LO) i Sherrer ene ieae se Cen ONIN cater Mn a ie 5.8 Se a3 
Gs Ces tees rae eae en cette ee ea 2 0.6 ys 
Dye OS I le er Ca aero a 5 ane 2 0.7 
SOLVICE 26 FS ARE RN are es eta a eet a 2 0.8 = 
Drilled at no cost to Consolidated Trans-Canada 
Obes ei AS ae ora BM he elie areata ee ate a royalty ] royalty 
GS ooo Sg ae a ara a eae ce cra 1 royalty 1 royalty 
DY A OS are ye cee ee 2 ae 2 ae 
DEPVICE 20/9 ice eG Me CT Seva eel alten ee aed A eee eae ae saa _ 
Total Wells: 0 ickg 2 aie cea ce i gh ener oon 9.4 + royalty 6 


0.7 + royalty 


PRODUCTION 


With the exception of 1987, when Consolidated Trans- 
Canada was undergoing its financial restructuring, pro- 


duction of both oil and gas has increased each year for. 


the last ten years. 1988 was no exception, with crude il 
and liquids production averaging 1,345 barrels per day, 
an increase of ten percent over 1987, while natural gas 
production increased by 14 percent to 8,895 thousand 
cubic feet per day. 


Average Daily Production and Prices of 
Crude Oil and Liquids and Natural Gas 


Crude Oil and Liquids 


TGR OUI ONIS UT WA LEOIS: hee oct ee ae SG ac ee 
Re Tee VEC Per DdITed cho ie ne ges 


Natural Gas 


Production, in thousands of cubic feet... 2.0.00... 
rice teceived:per tnousaiid cubic feety) eae 


_ Average Daily Production by Quarter in 1988* 


Bars Oartet ae: Rare Me Fs i We UO ate eaetereaay oe 
RRR RCL N a Sea eo ety ka) a eyes cate aS A a es 
Bae RAR ECT ei ie Su Ny BRL etn etme eee as 
PRO MOTO Cal Ho tuk Sa er Raia r a: Sugaiee eA 


“Information for 1988 is in respect of the year ended December 31, 19838. 


The increases in oil production were attributable 
primarily to production from new wells at Hayter South, 
Chamberlain, Sylvan Lake and Conrad. Gas production 
increases were largely the result of increased rates of 
take from the majority of our gas contracts. 


1988* 1987 1986 1985 
See ae 1,345 1,221 1,314 987 
Nn eS $14.33 $19.87 $19.63 $32.06 


8,895 7,801 8,192 5,243 
$ 1.31 iNeed Onb26, $212 $ 2.39 


Natural Gas 
(in thousands of cubic feet) 


Crude Oil and Liquids 
(in barrels) 


1319 9,583 
1,234 8,672 
1,342 6,661 
1,484 10,669 


LAND 


The acquisition of land is essential to the long-term prosperity of an oil company. In 1988, Consolidated Trans-Canada 
actively increased its inventory of land with purchases and farm-ins which will provide future drilling locations. 


Summary of Land Holdings at December 31, 1988 (Hectares) 


PAIGE ee ae Bal meta OM Uae tre en at aar GNa aa ryote aati an 


British Columbia 


PEW ATTCGAS RY geet, hee EER Poe Lar eh ma tes are Sas Se ena 
eSATA NL Shae Ve ee et SS Ph AN 


Developed Undeveloped 
Gross Net Gross Net 

FN ar tire ee 201,355 43, 370 123,704 24.408 
sei mn 965 61 805 69 

atheros 344 69 — - 
SoBe ig hee 2.539 507 625 182 
205,203 44 007 125,134 24659 
op agree va _ — 144,922 a We" 
See ee pe -- oe 2.900 34 
205,203 44 007 272.256 25,870 


The Company also owns a 2 percent gross overriding royalty on an additional 89,652 hectares of Arctic Significant 


Discovery Lands. 


RESERVES 

In 1988; Consolidated Trans-Canada installed an in- 
house reserve data base system to provide greater flexi- 
bility and control in, and to reduce the costs of, reserve 
determinations, 

As at December 31, 1988 the Company's crude oil and 
liquids and natural gas reserves were estimated by the 
Company. Proven reserves are those considered to be 


recoverable at commercial rates under present deple- 
tion methods and current operating conditions, prices 
and costs, Probable reserves are those not substantiated 
by the analysis of drilling, geological, geophysical and 
engineering data but where analysis suggests the likeli- 
hood of their existence and future commercial recovery. 


Reserves of Crude Oil and Liquids and Natural Gas Oil and Liquids Gas 

at December 31, 1988 (thousands of barrels) (millions of cubic feet) — 
Proven: RESERVES. 3 ASO es OU oan een Nes I Rent 4,536 32,808 . 
Probable Reserves see aes ae as ae nes a a 595 2,910 

Total Reserves sce eee ae Sane ok ea eee OE 5.131 35,718 


Estimated Present Worth of Reserves 


The following table reflects the estimated present 
worth of Consolidated Trans-Canada’s crude oil, natu- 
ral gas liquids and natural gas reserves at December 31, 
1988. The values reflect escalating product price fore- 
casts and are determined before income taxes and after 
deductions for royalties, operating expenses and future 
capital costs relating to the properties but exclude Topgas 
repayments. In forecasting oil and liquids prices the 
Company has used, as a reference price, the par price 
for light sweet crude at Edmonton. This price was esti- 
mated to be $19.50 in 1989, and escalated at approxi- 
mately 1] percent per annum to 1994 and five percent 


Present Worth of Reserves at Deccniver 31, 1988 


per annum thereafter. The reference price used for 


natural gas was $1.65 per million BTU’s in 1989, for gas. : 
delivered to Western Gas Marketing, without Topgas — 


deductions. This price was escalated at an average of 
approximately 15 percent per annum until 1997 and 
five percent per annum thereafter. Operating expenses 


and capital costs have been escalated at a rate of five - 


percent per annum. 
The actual prices used to determine the worth of the 


reserves were adjusted from the reference price in accord- 
ance with the quality of the crude oil and liquids pro- 


duced from the Company’s respective properties. 


Present Worth Discounted at — 
0% 10% 15% 20% 


PrOVER RESETVES ro re ny OOF RO ate ae 
Probable: ReEServiess ey cay ae ee ah ee aa gional 


Total ‘Resetve: Valite ie voit wet ok ee CN Oa Vek ee oe 


(Thousands) 


vee $101,109 $44,830 $33,903 $26,830 
a 19,096 6,008, 3,008 2 aan 


As ag $120,205 $49,892 $36,996 $28,861 


ms Consolidated Trans-Canada Resources Ltd. 


Financial Review 


The highlights of Consolidated Trans-Canada’s 1988 
year were the significant improvement in cash flow and 
earnings and the total elimination of long-term debt. 
The elimination of long-term debt was accomplished 
from internal resources and the issue of common shares. 


In the year ended October 31, 1988, funds from 
continuing operations have increased to $4,018,139 from 
$1,939,246 for the comparable period in 1987. Earnings 
have improved even more dramatically between the 
two periods, from a loss of $12,568,417 in 1987 to earn- 
ings of $573,035 in 1988. 


These increases took place in spite of the lower prices 


of reorganization in 1987 and also to the Company not 
suffering a ceiling test write off in 1988. 


The Company approaches 1989 with a balance sheet 
that reflects considerable financial strength which, when 
coupled with the lines of credit available to it on fav- 
ourable terms, gives Consolidated Trans-Canada an 
enviable foundation upon which to base its growth. 


The Company has changed its year end to December 
31 in order to be consistent with that of its major share- 
holders In view of this, the attached financial ‘state- 
ments reflect 1983 information pertaining to both the 
October and December period ends. 


received for oil and gas in 1988, compared to 1987. The 
impact of the decrease in prices was partially offset by 
the increase in’ production, hence revenues were not 
severely reduced. The improvement in earnings was 
primarily attributable to the elimination of many of the 
expenses to which we were subjected during our period 


Auditors’ Report 


TO THE SHAREHOLDERS OF 
_ CONSOLIDATED TRANS-CANADA RESOURCES LTD. 


We have examined the consolidated balance sheet of Consolidated Trans-Canada Resources Ltd. as at December 31, 
1988 and October 31, 1988 and the consolidated statements of operations and retained earnings (deficit) and changes 
in financial position for the two months ended December 31, 1988 and the year ended October 31, 1988. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly included such tests 
and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the Company as at 
December 31, 1988 and October 31, 1988 and the results of its operations and the changes in its financial position for 
the two month period ended December 31, 1988 and the year ended October 31, 1988 in accordance with generally 
accepted accounting principles applied on a basis consistent with that of the preceding year. 


Po 


Chartered Accountants 


Calgary, Alberta 
February 15, 1989 


“T Consolidated Trans-Canada Resources Ltd. 


Consolidated Balance Sheet 


December 31 October 31 October 31 
1988 1988 1987 
ASSETS 
Current assets: 
GE) Monee Rene MOS Mammen ce Ae ah eG Ae $ 374,695 $ 823,837 $ 2,933,032 
Accounts: receivable 33 35 oe ie = see era 1,737,631 1,838,295 7,765,350 
Income taxés recoverable {so Seok, Ue ee eS 127,451 36,885 108,246 
Prepaids.and thet 2205 oe eee eae ie eee ae 60,940 39,395 0 
2,300,717 2,738,412 10,806,628 
Capital assets at cost (Note Ib): 
Oil and gas properties including exploration and 
development costs. ae ee ee a 67,745,484 68,289,888 65,585,531 
Less accumulated depletion 32a Wa ener ree (48,814,404) (49,039,946) (45,957,131) 
18,931,080 19,249,942 19,628,400 
Property, plant and-equipment3.0.50 Ga te eee yn ee 16,989,747 16,836,267 15,954,464 
Less: accumulated depreeiation: 9200s re Vice (ou (11,000,415) (10,964,425) (10,118,052) 
5,989,332 5,871,842 5,836,412 
24,920,412 25,121,784 25,464,812 
Other assets 3s ./2.2 A Ree SK Pe eae 388,570 435,232 ~994,417 
APPROVED BY THE BOARD: 
VALE, Le Director 
, Director 
$27,609,699 $28,295,428 $37,265,857 


eS EE a EI SEIS ELE LE BLE IE DEBITED EDIE NEE PORE BIE LEE LR PRED IDLE TE EIEIO NL ESET GE TENET ELD BLADE NED ALGAE. ELE. PELE IE LI ELIE DLL LE ENE PBL TERE EDN BIEL LILA, 


December 31 October 31 October 31 
1988 1988 1987 
LIABILITIES 
Current liabilities: 
Bank indebtedness — secured ..............0....0.0.-. $ 0 §$ 0 °.-§ = 532,267 
Accounts payable and accrued liabilities ................ 1,930,692 2,924,690 3,364,560 
BI ANCES OM PAleO Soe ry CER Aine One ca ae 31,251 10,417 0 
Current portion of long-term debt (Note 2) .............. 0 0 3,215,101 
1,961,943 2,935,107 7,111,928 
Long-term debt (Note 2): 
MARIAN GEC ULE RL Ad rhe sy Nl sooo ni God sens'e tae ve 0 0 15,898,155 
REET ROL UILOG HADMINES nek esc oo 6 oe klk glare oe 0 0 15,101 
0 0 15,913,256 
BS aa UE OL MOM rc San AMONG NO ais cin nth gee eile Ave ss 0 0 (3,215,101) 
0 0 12,698,155 
Deferred production income .................005.0005: 738,583 804,112 987,694 
SHAREHOLDERS’ EQUITY (Note 3) 
Share capital: 
Authorized 
Unlimited number of preferred shares 
Unlimited number of Class A common voting shares 
Issued . 
6,533,653 common shares (1987 — 4,327,708) ........... 24,556,209 24,556,209 51,830,790 
Retained earnings since October 31, 1988 ................ 352,964 0 0 
TT SINS: A SRE GA Ge a PE RS Se gee Mae Pe ON RR 0 0 (35,362,710) 


24,909,173 24,556,209 16,468,080 
Contingent liability (Note 8) 


$27,609,699 $28,295,428 $37,265,857 


© 


“Tt Consolidated Trans-Canada Resources Ltd. 


Consolidated Statement of Operations and 
Retained Earnings (Deficit) 


‘664,276 a5 


2 Months 12 Months 12 Months 12 Months 
Ended . Ended Ended _ Ended 
December 31 | December 31 October 31 October 31 

1988 1988 1988 1987 
(Unaudited) 

Revenue: ep 
Oil and gas production revenue .............. $ 1,947,063 $11,621,387 $11,789,284 $ 13,104,751 
Oiher revenues 66 oe es Ge ee 232,272 2,016,973 2,151,677 1,550,793 

2,179,335 13,638,360 13,940,961 14,655,544 - 
Less royalties: S.0 er one ay ac een (421,593) (2,556,540) (2,565,152) (2,735,520) 
1,757,742 11,081,820 11,375,809 11,920,024 
Costs and expenses: 
Production ‘and, operating si ke Sie 926,723 5,526,968 5,461,068 5,159,391 
General and-administrative. )2.0 23 eee 266,665 1,548,746 1,499,419 3,142,859 
Interest on long-term Gebet os See eee 0 556,717 746,877 2,199,551 
Other intErese oe ee eek a ee 5,766 49,097 54,696 
Foreign exchange loss.(gain)\) iu. oe 5,960 24,179 17,033 (154,381) ~ 
Depreciation and depletion <2 .4 2 a ea ees 600,845 3,902,861 3,946,098 6,172,162 
Write-down of oil and gas properties (Note Ib) ... 0 0 0 9,762,000 
1,805,959 11,608,568 11,725,191 26,945,858 
(48,217) (526,748) (349,382) (15,025,834) 
Gain -on sale of capital assets"). tee a one 273,730 273,730 0 (Oe 

Earnings (loss) from continuing operations before i 
provision for income taxes and extraordinary item 225,513 (253,018) (349,382) (15,025,834) 

Provision for (recovery of) income taxes: 

CBT ODE ee Cte ie en ee ee (127,451) (517,012) (389,561) (901,931) 
Deferred 3 ie Vin eee a ia at oe i ea eas 95,400 95,400 0 (505,760) 
(32,051) (421,612) (389,561) _ (1,407,691) © 

Earnings (loss) from continuing operations before 
extraordinary item 308 ee ee 257,564 168,594 40,179 (13,618,143) 

Gain on disposal of discontinued service entities 
CN BOCA a ee GEN hea re Fe eae 0 532,856 532,856 1,049,726 aoe 

Earnings (loss) before extraordinary item ........ 257,564 701,450 573,035 (12,568,417) - 

Extraordinary item: 

Reduction of deferred taxes from the use of : | 
prior years Losses eG er oar Sr ae 95,400 95,400 0 0 

Earnings (loss) for the period ................. 352,964 796,850 573,035 (12,568,417) 

Deficit-at' beginning of pened: so ea en ee 0 (35,233,561) (35,362,710) (22,794,293) 

Reduction of stated capital (Note 3b) ..........-. 0 34,789,675 34,789,675 0 

Retained earnings (deficit) at end of period ...... $ 352,964 $ 352,964 $ 0 $(35,362,710) 

Earnings (loss) per common share (Note 3b(i)) 

From continuing operations before 

extraordinary stent 26 Gu Pi eee $0.04 $0.03 $0.01 $(8.70) 
Before extraordinary item is Vo ee $0.04 $0.14 $0.12 $(8.00) 
Netéarn ings (oss) oc men a enn y $0.05 $0.15 $0.12 $(8.00) 


Tt Consolidated Trans-Canada Resources Ltd. 


Consolidated Statement of Changes in Financial Position 


2 Months 
Ended 
December 31 
1988 
Cash provided by (used for): 
Operating Activities: 
Earnings (loss) from continuing operations before 
Pera ar tent om ee ei iri i a Lg $ 257,564 
Non-cash items, principally depreciation, depletion 
POM ORICLIOG: TAvORs ger ai PU ee ee, 422,515 
Funds from continuing operations ............ 680,079. 
Funds from discontinued operations .......... 0 
Decrease (increase) in non-cash working capital 
NOLES) cmon i eae HEE Cer a esr hea te (984,611) 
(304,532) 
Investing Activities: 
CaARC SAS WLOPeTUES Oe oN be 52 (227,763) 
Moperty, planbandveduipment= so Sle ie On (265,097) 
Crovernnieni Incentive eras Ss ek ey aoa 18,335 
Baresol Capital assets, eo toe Og ea 348,782 
RET IASSCESS 5 ep ores Mice Maik ered Sea NF et 46,662 
(79,081) 
Financing Activities: 
REVUCHON In JOE ert GeDE son hee Ry 0 
issiies{ HOL) OLCOMIMON SHAVES eit ec 0 
PXETENTEC INCOMING oh) se et a er ee Sid (65,529) 
(65,529) 
Increase (decrease) in cash ................... (449,142) 
Cash position at beginning of period ........... 823,837 
Cash position at end of period ................ $ 374,695 
Funds provided by continuing operations 
percommon share: oe Se $0.10 


12 Months 12 Months 12 Months 
Ended Ended Ended 
December 31 October 31 October 31 
1988 1988 1987 
(Unaudited) 

168,594 §$ 40,179  $(13,618,143) 
3,755,922 3,977,960 15,557,389 
3,924,516 4,018,139 1,939,246 

532,856 532,856 1,049,726 

(1,372,272) 2,314,467 1,638,792 
3,085,100 6,865,462 4,627,764 
(3,704,488) (3,611,959) (993,956) 
(1,226,414) (974,777) (421,308) 

694,681] 678,400 49,217 

589,416 508,038 561,180 

646,425 524,551 (975,849) 
(3,000,380) (3,075,747) (1,780,716) 
(6,523,155) (12,698,155) (7,546,852) 
7,515,094 7,515,094 12,777,409 

(220,958) (183,582) (93,719) 

770,981 (5,366,643) 5,136,838 

855,701 (1,576,928) 7,983,886 

(481,006) 2,400,765 (5,583,121) 

$ 374,695 $ 823,837 $ 2,400,765 
$0.76 $0.83 $1.20 


1] 


TT Consolidated Trans-Canada Resources Ltd. 


Notes to Consolidated Financial Statements 


December 31, 1988 and October 31, 1988 


1. Accounting Policies 


The following accounting principles and practices are set forth to facilitate the understanding of data presented in — 
the financial statements: 


(a) Consolidation 


The consolidated financial statements include the accounts of Consolidated Trans-Canada Resources Lid. and 
its subsidiaries (the Company), all of which are wholly-owned. Effective October 31, 1988, Camel Oil & Gas Ltd. 
amalgamated with Consolidated Trans-Canada Resources Ltd. 


(b) Capital assets 


The Company follows the full cost method of accounting under which all costs related to the exploration for 
and development of petroleum and natural gas properties are capitalized and accumulated in separate cost 
centres for Canada and the United States. Such costs include land acquisition costs, geological and geophysical 
expenses, carrying charges of non-producing wells, and overhead charges directly related to exploration and 
development activities. Grants and incentive payments reduce the capitalized costs. 


The costs related to each cost centre, including costs of production equipment, are depleted and depreciated _ 
on the unit of production method based on the estimated gross proven reserves of each country as determined 
by the Company. The Company has adopted an energy-equivalent basis for converting gas into equivalent units 
of oil, to more fully comply with the full cost accounting guideline. 


The capitalized costs less accumulated depletion and depreciation in each cost centre are limited to an amount 
(“the ceiling test amount”) equal to the undiscounted and unescalated estimated future net revenues from 

proven reserves plus the lower of cost or estimated fair value of unproved properties. The total amount of 

capitalized costs less accumulated depletion and depreciation and deferred income taxes for the consolidated ~ 
Company is limited to an amount equal to the estimated undiscounted and unescalated future net revenue 
from proven reserves plus the lower of cost or fair market value of unproved properties less estimated future _ 
general and administrative expenses, financing costs and income taxes. 


The Company has used the par price for light sweet crude at Edmonton as a reference in Netanmine he 
estimated future oil revenue from its respective properties. This par price was $118 per cubic metre ($18.76 per 
barrel) on December 31, 1988 and $99 per cubic metre ($15.74 per barrel) on October 31, 1988. In determining 

the estimated future revenue from gas the Company has used the prices at which it has contracted to sell gas for 
the forthcoming year. 


The application of the ceiling test as at December 31, 1988 did not result in any charge in respect thereof, 
however, as a result of the depressed oil price at October 31, 1988, the application of the ceiling test at that time 
would have resulted in an additional charge to depletion and depreciation of $2,100,000. This charge was not 
recorded at October 31, 1988, as prices improved markedly thereafter and stabilized at the improved level 
through December 31, 1988. 


Sales of oil and gas properties are accounted for as adjustments of capitalized costs, with no gain or loss 
recognized, unless such adjustments would significantly alter the rate of depletion and depreciation on a 
country by country basis. In November 1988, the Company sold the majority of its oil and gas assets in the 
United States resulting in a gain on disposition of $273,730. 


Substantially all of the exploration, development and production activities of the Company are conducted 


jointly with others and accordingly these financial statements reflect only the Company’s proportionate interest 


in such activities. 


During the two months ended December 31, 1988 overhead expenses of $15,000 (October 31, 1988 — $90,000; 
1987 — $120,000) directly related to exploration and development were capitalized in accordance with the 
accounting policies of the Company. 


The cost of other equipment is depreciated on the declining balance method at the rate of 20% per annum. 


(c) Change of year end 

Effective December 31, 1988 the Company has changed its year end from October 31 to December 31. 
(d) Earnings per share 

Earnings per share are based on the weighted average number of shares outstanding during the period. 
(e) Comparative figures he 


Certain comparative figures have been reclassified to conform with the financial statement presentation 
adopted for 1988. 


- Long-Term Debt 


At December 31, 1988 and October 31, 1988 the Company has no bank indebtedness; it does, however, have credit 
facilities with two banks. 


The Company’s. principal bank has provided a credit facility to a maximum amount of $10,000,000. Any 
indebtedness arising under this facility would be secured by certain oil and gas properties, a general assignment of 
book debts and a $15,000,000 floating and fixed charge debenture. Such indebtedness would be on a revolving 
demand loan basis without specific repayment terms, but subject to review in February 1990 to determine the basis 
on which the facility would remain in place. 


A second bank has provided a credit facility of amaximum of $1,000,000. Terms of this facility are similar to those of 
the principal bank, with the exception that the review date of the facility is March 1989. 


. Shareholders’ Equity 


(a) Details of share capital transactions during the period from November 1, 1986 to December 31, 1988 are as 


follows: 

Number 

of Shares Consideration 
marae, Ociaiiera lt MOCO ee in ep es ee 1,412,332 $ 23,648,878 
Issued as management fees, net of purchases and cancellations ......... 11,055 82,500 
Issued to creditors in terms of C.C.A.A. plan of arrangement ........... 549,321 4,119,909 
Issued on conversion of preferred shares in terms of C.C.A.A. 

Pld OF Aten eenienl cin fr ee a ue ta ae As ae eee 640,000 15,404,503 
Issued on exercise of options by parent corporation under C.C.A.A. 

Milan Gratmmmemeite.: so.0. oe ON oi rE Se 1,715,000 8,575,000 
Palntives Ocieuer sb WOOT a es os ON ve ee a Pen eee 4,327,708 51,830,790 
Issued on exercise of options by parent corporation under C.C.A.A. 

Plait AeaUPe et Cel ro nem eis God Pea DS ay Mm Sic 45,000 225,000 
PRECHASES ANC CANICCUANONS: G08 er ie Os an ba Pee aE ey (2,260) (1753923) 
Rete OSs OMe IO a ums ok Sr a Sea Sa Wee 2,186,355 7,402,240 
Cancellations arising from “small shareholder” plan of arrangement ...... (23,150) (94,823) 
Prec iioton OF stater Citi ee eee) or CL a a ee as _ (34,789,675) 
Balance, December 31, 1988 and October 31, 1988 ................... 6,533,653 $ 24,556,209 


(b) As a result of a special meeting of shareholders held in September 1988, the Company made the following 
changes to shareholders’ equity: 


(i) The Class A Common Voting Shares were consolidated on the basis of 10 existing shares for one new share. 
All references in these financial statements to Common Share capital and to per share data for 1988 and 
1987 have been restated to reflect the effect of the share consolidation. 

(ii) Each Class A Common Voting Share registered in the name of a shareholder (“small shareholder”) who 
would have received less than 25 consolidated shares as a result of the share consolidation was, unless such 
holder elected to the contrary, automatically exchanged for $3.50 per share. 

(iti) The stated capital for the Class A Common Voting Shares was reduced, by October 31, 1988, in the amount 
of $34,789,675. This reduction resulted in the elimination of the Company's deficit and a corresponding 
reduction in the amount of the outstanding share capital. 


(c) During the period November 1, 1987 to December 31, 1988 the following changes took place with respect to 
options to purchase Class A Common Voting Shares of the Corporation: 
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(i) Pursuant to the terms of the Company’s financial restructuring in 1987, Total Energold Corporation, the 
Company's major shareholder, held certain options to acquire Common Shares of the Company. The 
unutilized portion of these options expired by October 31, 1988. 

(ii) On November 30, 1988 employees were granted options to purchase a total of 64,500 shares at a price or 
$2.25 per share. 

(iii) Options on 7,000 shares at $4.00 per share expired. 
(iv) On March 8, 1988 options on 4,000 shares at $6.40 per share granted on August 4, 1987 and 10,000 shares at 


$3.50 per share granted on November 24, 1987 were cancelled and reissued as 4,000 shares at $6.40 and 
10,000 shares at $3.60. 


As at December 3], 1988 the following options were outstanding with respect to Class A Common Voting Shares 
of the Corporation: 


Number of 
Shares Outstanding 

Grant Date Exercise Price Under Options 
August 4, 1987 $6.40 44,800 (1) 
November 24, 1987 $3.50 50,000 G) 
December 8, 1987 $4.00 45,000 (i) 
March 8, 1988 $6.40 4,000 (1) 
March 8, 1988 $3.60 10,000 (i) 
November 30, 1988 $2.25 64,500 (ii) 


The options denoted (i) above have been granted for a period not exceeding five years and may be exercised to 
the extent of 25% per year of the total options granted from the date one year after the date of granting. Cpa 
not exercised in a year may be exercised in subsequent years during the term of the option. 


The options denoted (ii) above have been granted for a period not exceeding four years and may be exercised ~ 
to the extent of 33-1/3% of the total options granted in each of the first three years after granting. Options not 
exercised in a year may be exercised in subsequent years during the term of the option. 


Discontinued Operations 
The following items comprise the transactions in respect of discontinued operations: 


Distribution dividend from the trustee in bankruptcy of Dobrocky Seatech Ltd., formerly a 


wholly-owned: subsidiary of the Gompany (0 Side whe nie a ee mem A are) a $320,712 

Reversal of accruals for warehouse leases which were assumed by the purchaser 
of one of thé service entities 235. eee ee eh ya eae iy | fie ae a aes 212,144 
$532,856 


This amount is subject to a deferred tax charge of approximately $260,000; however, this charge has been 
eliminated by the utilization of prior years losses. 


. Income Taxes 


(a) The income tax provisions in relation to the continuing operations of the Company have varied from the 
Canadian corporate tax rate for the following reasons: 


2 months 12 months 12 months 
Ended Ended Ended 
December 31 December 31 October 31 
1988 1988 1988 1987 
(Unaudited) 
(Thousands of Dollars) 
Provision for income taxes based on applying a 
TLOrmial Tate OF D0 Ge? eae ea ee $ 113 $(126) $(175) — $(7,513) 
Add (deduct) tax effect of: 
Crown charges disallowed for tax purposes ...... 102539: 660 668 675 
Petroleum and natural gas: taxes (20a. ea wks ee 0 0 0 (506) 
Resource: proats. mate reductions ~ 0, sie a (83) (650) (671) (282) 
Provincial resource industry rebates ........... (127) (517) (390) (902) 
Benefit of losses not recognized 37. ee 0 7 i Ss 148 7,120 
CNEL a a GR Be ee aa (37) (12) 30 0 
$ (32) $(422) _$(390) —_$(1,408) 


(b) In prior years the Company significantly reduced the carrying value of its oil and gas capital assets. At 
December 31, 1988 the Company has tax pools which exceed the related book value of assets by approximately 
$39,000,000. This benefit has not been recorded due to a lack of reasonable assurance of realizing the tax 
benefit. Extraordinary income will be recorded in future periods as the benefits are realized. 


. Analysis of Changes in Non-Cash Working Capital 


/ 2 Months 12 Months 12 Months 
Ended Ended Ended 
December 31 December 31 October 31 October 31 
1988 1988 1988 1987 
(Unaudited) 
(Increase) decrease in accounts receivable ... $ 100,664 $ 506,259 $ 5,927,055 $(4,519,083) 
(Increase) decrease in income taxes recoverable (90,566) (19,205) 71,361 (27,669) 
Decrease in-accounts payable”. ou. ye (993,998) (1,046,939) (439,870) (4,606,493) 
(983,900) (559,885) 5,558,546 (9,153,245) 
(Increase) decrease in other current assets: 
Estimated net realizable value of assets 
PETGHOT RESAle’ | lees AI ie 0 0 0 7,850,000 
PEO DAte ai OPE ee hyn hairs (21,545) 611,463 (39,395) 25,514 
(21,545) 611,463 (39,395) 7,875,514 
Increase (decrease) in other current liabilities: 
Current portion of long-term debt ....... 0 (1,455,101) (3,215,101) 2;9163523 
vances! Inom=parett ei eh a te ee 20,834 31,251 10,417 0 


(Increase) decrease in non-cash working capital $(984,611) $ (1,372,272)  $ 2,314,467 $ 1,638,792 


. Related Party Transactions 


The Company is a subsidiary of Total Energold Corporation which, at December 31, 1988, held approximately 
63% of the Company’s outstanding Common Shares. 


Pursuant to the Common Share rights offering dated June 14, 1988, Total Energold purchased 1,845,740 common 
shares for consideration of $6,460,000. Total Energold also converted debt into Common Shares of the Company 
in accordance with the terms of its option described in Note 3. 


The Company has entered into an agreement whereby, for a fee of $125,000 per annum, Total Energold will supply 
to the Company representatives in advisory capacities or as officers and provide expertise to assist the Company in 
its operations. Certain expertise will be provided at a cost in addition to the annual fee. 


. Contingent Liability 


A lawsuit has been initiated against one of the Company's U‘S. subsidiaries and certain other parties seeking 
damages of approximately (U.S.) $990,000, plus interest and attorney's fees. The subsidiary had no assets at 
December 31, 1988, and no claim has been asserted against the parent. While the ultimate outcome of this lawsuit is _ 
presently not determinable, management has been advised by its legal counsel, and is of the opinion, that there are 
substantial arguments supporting its defence of the lawsuit. | 
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